Machine Tools— Bottleneck to Reconversion? 


Large Surplus Disposal Problems Loom 


Although a heavy program of war production continues 
for Seventh District industry, now producing more than 
one-fourth of the nation’s war output, manufacturers are 
giving increasing attention to the availability of machine 
tools for reconversion to civilian production. It is evident 
that many manufacturing establishments both in the district 
and the nation will need a significant number of new, often 
specialized, tools to complete mass production and assembly 
lines before large scale peacetime operations can be resumed. 
The new machine tools needed, however, will probably 
number in the tens of thousands rather than in the hundreds 
of thousands as during the conversion-to-war period in 1941- 
42. Until these new machine tools can be produced, some 
serious bottlenecks to reconversion in particular plants may 
occur. A more extensive machine tool bottleneck, however, 
seems likely to arise in the removal of existing tools from 
war plants and their installation and use election. 

While the output of new machine tools is likely to re- 
main at a comparatively high level, judged by prewar 
standards, for at least two more years, it is quite clear that 
the unprecedented wartime production of machine tools has 
sharply reduced the need for many new tools, especially so- 
called general-purpose types. New machinery to be built 
will meet urgent reconversion needs with far-reaching de- 
terring effects upon employment and production if avail- 
ability is delayed. In many respects, however, a larger prob- 
lem concerns the sale and redistribution of hundreds of 
thousands of machine tools already built. The primary aim 
of the Government, which now owns about three-fourths 
of the newest tools, and of industry generally must be to 
keep as many of the war-built machine tools in use as pos- 
sible during and after reconversion. To the extent to which 
these machine tools cannot be, or are not, used, the nation’s 
capacity to produce and to employ thereby will be lessened. 
Financing institutions may have an important role in assist- 
ing manufacturers to keep large numbers of these machine 
tools in use. 


MACHINE TOOLS FOR WAR 


Reconversion problems for machine tool builders, re- 
builders, dealers, buyers, and Government surplus disposal 
authorities are almost entirely the result of abnormally high 
production trends since 1939. Hence, a brief review of the 
machine tool industry's wartime operations will provide some 
necessary background to assist in evaluating the scope and 


THIS MONTH’S COVER 
A powerful planer-type milling machine 
built in Rockford, Illinois 


(Courtesy National Machine Tool Builders’ Association) 


magnitude of the reconversion-to-peace task ahead. \lany 
of the principal conversion-to-war problems of the machine 
tool industry were discussed in the June 1943 issue of 
Business Conditions. The longer-run outlook for the ma- 
chine tool industry will be considered in a future Business 
Conditions article. 

The war has greatly emphasized the indispensable nature 
of machine tools and accessories to modern industrial pro- 
duction. The more than 175 per cent increase in value of 
manufacturing output in the Seventh District and the nation 
since 1939 would not have been possible without the 550 
per cent increase in machine tool production at the indus. 
try’s wartime peak. 

The machine tool industry includes an aggregation of 
establishments engaged in the manufacture of power-driven 
machines for cutting or forming metal into precise shapes 
and sizes for an infinite variety of uses in metal products. 
Machine tools of hundreds of different types are based 
upon five principal processes: turning, boring, planing, mill- 
ing and grinding. Combinations of these processes are fre- 
quently incorporated into extremely complex units, perform- 
ing several functions quickly and with extreme accuracy. 
Many of the latter machine tools are broadly referred to as 
specialized, in contrast to standard or general- -purpose ma- 
chines which often involve only one of the above-mentioned 
processes. Many machine tool builders, especially of stand- 
ard types, commonly market their products through agents 
or distributors rather than directly to machine tool buyers. 
Specialized machinery, however, is usually built to accom- 
plish a particular operation for an indiv idual manufacturer, 
and hence sales are made directly, with close cooperation 
between the engineering staffs of the builders and the buyers. 

The natitlen: tool accessories industry includes producers 
of attachments for machine tools such as dies, used in form- 
ing identical metal parts; jigs, holding devices to guide tools 
accurately; fixtures, i.e., devices to hold in place material 
to be machined; tools, i.e., actual implements which do the 
cutting, drilling, shaving, and milling; and gages, i.e., in- 
struments for measuring accurately the dimensions of manu- 
factured parts. 

Despite the tremendous strides which have been made 
by machine tool builders to accelerate their production 
during the war, the manufacture of many machine tools, 
and particularly some specialized types, is highly time-con- 
suming, often requiring from sev eral weeks to six months 
or more to complete a single machine. Any significant 
changes in industrial processes or techniques, consequently, 
necessitate considerable advance planning to allow for the 
production of key machine tools. The absence of a single 
machine tool on a production line can create a very serious 
bottleneck to final production. 

(Continued on Page 6) 
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T Loans — Financial Aid to Reconversion 


V-E Day Brings Substantial Contract Terminations 


Substantial post V-E Day war contract terminations in the 
Seventh Federal Reserve District have resulted in a small 
increase in the application rate for T loans to free working 
capital frozen by contract cancellations. By July 1, 1945, 
little use had been made of T loan funds authorized. 

From September 13, 1944, when the first Seventh District 
T-loan guarantee agreement was made following the enact- 
ment of the Contract Settlement Act of 1944, until May 8, 
1945, V-E Day, the Federal Reserve Bank of Chicago ap- 
proved 124 T-loan guarantee agreements, totaling $76,166,- 
581. During the eight weeks following V-E Day to July 1, 
1945, 40 additional T loan agreements have been authorized 
raising the cumulative commitment total to $103,411,581. 
Of the 164 loan agreements, twenty-three, aggregating $12,- 
405,000, have been arranged through the Detroit Branch. 
On July 1, 1945, two borrowers were using roughly half of 
the T loan funds available to them. 

The Seventh District, comprising most of Illinois, Indiana, 
Michigan, and Wisconsin, and all of Iowa, has had slightly 
more than one-fourth of all T-loan guarantee agreements 
made thus far by Federal Reserve banks and branches 
throughout the nation. In the Seventh District more than 
400 other war contractors have termination financing pro- 
tection through V and VT loan agreements. 


The number of T loan credits approved is quite small 
when compared with the District's estimated 7,500 or more 
prime and subcontractors active in specialized war work 
for whom the T loan program is primarily intended to offer 
protection against working capital depletion pending war 
contract settlements. No T loan applications have been 
rejected. It is likely that many war contractors have delayed 
seeking T loan assistance to meet financial problems which 
may arise from war contract settlement because of con- 
tinuing heavy war production requirements, widespread 
public assurances of speedy contract settlements, and still 
telatively few serious cutbacks. Government contracting 
agencies have gained considerable experience in contract 
settlements and have improved and streamlined adminis- 
trative procedures, but it cannot yet be said that the contract 
settlement program has faced its most severe task of mass 
contract cancellations. The real test of settlement procedures 
and the need for T loans probably will come during the 
period immediately preceding and following Victory over 
Japan, when all war contract terminations will result in 
sharp reductions in production rather than reductions in the 
backlog of orders, as is now often the case. 


PRETERMINATION PLANNING REQUIRED 


War contractors are urged to re-appraise their probable 
interim financing problems to determine their needs for the 
financial insurance provided by the T loan program, because 


funds frozen by contract cancellations can be a serious de- 
terrent to speedy reconversion, which is urgently needed to 
maximize employment and minimize production losses dur- 
ing the interim period. Should mass terminations occur 
involving numerous contracts with complex prime and sub- 
contractor arrangements, immediate full or partial payment 
settlements for all contractors cannot be expected. It is now 
perfectly clear, moreover, that contract settlements cannot be 
handled quickly under any circumstances unless contractors 
in advance of terminations are thoroughly conversant with 
Office of Contract Settlement regulations and procedures, 
and file termination claims promptly. Commercial banks 
have a responsibility to keep their war contractor customers 
informed about the T loan program, and wherever interim 
financial assistance is likely to be needed, to encourage 
contractors to complete loan arrangements as soon as pos- 
sible. Adequate preparations for contract settlements have 
already abundantly proved their worth to all concerned. 


T LOAN PROGRAM SUMMARIZED 


The Contract Settlement Act of 1944 provided the legal 
basis for extension of the Regulation V guaranteed war 
loan program of the Federal Reserve System to cover loan 
guarantee agreements dealing solely with war contract ter- 
minations. Previous guarantee agreements under Regulation 
V were limited to credit for war production purposes with 
provision, however, for financial protection upon contract 
termination. Thus, the T loan was added to the Regulation V 
program which already included V loans to facilitate and 
expedite war production, and VT loans to free funds frozen 
by contract cancellations as well as to provide working 
capital for war production purposes. The use of the bor- 
rowed funds is a basic distinction between V and T ar- 
rangements. T loans are designed primarily to make funds 
available pending final settlement of war contract claims. 
Also, in contrast to VT loans, T loans can be arranged 
after, as well as before, contract cancellations. This last 
condition contributes in part at least to the comparatively 
small volume of T loan applications which has been sub- 
mitted thus far at a time when the number of war contract 
cutbacks and cancellations, although steadily increasing, is 
still well below the ultimate peak. 

General administration of the T loan program closely 
parallels that of V and VT loans. T loan guarantee provi- 
sions derive their authority, however, directly from an act 
of Congress (Section 10 of the Contract Settlement Act of 
1944), whereas Regulation V was initially authorized by 
Executive Order. T loan regulations are prescribed by the 
Board of Governors of the Federal Reserve System, subject 
to the approval of the Director of the Office of Contract 
Settlement, and after consultation with the War Depart- 
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ment, Navy Department, and Maritime Commission. As in 
the case of all Regulation V loans, the Federal Reserve banks 
are authorized to act on behalf of the contracting agencies 
as fiscal agents in the T loan program. 

The parties to the T loan agreements are the same as 
those for other Regulation V loan agreements: (1) the 
borrower, (2) the lending financing institution, (3) the 
guarantor contracting agency, and (4) a Federal Reserve 
bank. Any war contractor, prime or sub, is eligible for a T 
loan, subject, of course, to the general regulations of the 
program, including approval by each of the three other 
parties. The loan agreement is negotiated between the bor- 
rowing war contractor and the lending institution. Where 
more than a single bank participates in the loan, one financ- 
ing institution normally serves as agent for the others. A 
financing institution may not charge more than 4% per cent 
on the T loan funds actually borrowed, nor more than % of 
one per cent as a commitment fee on the unused portion of 
the loan credit. The financing institution may, however, as 
an alternative, charge a flat fee not to exceed $50. 

A guarantee agreement is arranged between the lending 
financing institution and one of the Government guarantee- 
ing agencies represented by a Federal Reserve bank. The 
War Department and the United States Maritime Com- 
mission have delegated to the Federal Reserve banks au- 
thority to approve, after consultation with representatives 
of the agency, all applications for guarantee of loans totaling 
(a) $500,000 or less to any one borrower when the requested 
percentage of guarantee is not in excess of 90 per cent, and 
Cb) $100,000 or less to any borrower when the requested 
percentage of guarantee is not in excess of 95 per cent. 
Ordinarily the requested percentage of guarantee is not 
questioned by the Federal Reserve bank or the contracting 
agency if it is not in excess of 90 per cent. 

The guarantee fees payable to the guaranteeing Govern- 
ment agency by the lending institution are on a graduated 
scale designed to provide an incentive for banks to take as 
much of the loan risk as possible without guarantee. Loans 
guaranteed 80 per cent or less carry a fee of 10 per cent 
of the interest payable to the financing institution by the 
borrowing war contractor. If the percentage guarantee is 
90 per cent, the fee absorbs 20 per cent of the interest pay- 
able on the T loan, and if the guarantee percentage exceeds 
95 per cent, the fee takes 50 per cent of the interest charged. 
In practice, this financial incentive based upon graduated 
guarantee fees appears to be relatively unimportant to most 
financing institutions which thus far have requested 90 per 
cent guarantees for three-fourths of the loans made. 


DISTRICT T LOAN EXPERIENCE 


An analysis of the 124 T-loan guarantee agreements 
approved in the Seventh District before V-E Day reveals 
that the District’s seven largest banks, measured by total 
deposits on December 31, 1944, are serving as agents for 
nearly half of the T loans, accounting for more than 70 per 
cent of the T loan credit made available. The Seventh 
District T loan program has reached manufacturers chiefly 
in the middle asset size range, i.e., with gross assets from 
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$250,000 to $5,000,000, with relatively few very small or very 
large manufacturing establishments applying for T loans, 
During the period from September 13, 1944, to May 8, 
1945, nearly half, 60, of the 124 approved Seventh District 
T loan commitments were for war contractors in Illinois, 
with 50 in Chicago. T loans authorized for firms in other 
District states were as follows: Michigan, 29, with 10 in 
Detroit; Indiana, 17, with 6 in Indianapolis; Wisconsin, 12, 
with 4 in Milwaukee; and Iowa, 1. Five loan agreements 
involved firms with home offices outside the Seventh District, 
Loans authorized ranged in size from $1,581 to $8,000, 
000, with a simple arithmetic average of $614,247 per loan 
commitment. The largest number of loan commitments, 57, 
or nearly half, fell in the size group from $50,000 to $299,- 
999, but accounted for about 11] per cent of the dollar 
volume. Commitments in amounts of $1,000,000 or more 
represented about 14 per cent of the number but more than 
three-fifths of the total value of loans authorized. 


FEW COMMITMENTS USED 


Until V-E Day, only one T loan commitment was used 
and this loan has since been repaid. During the eight weeks 
following V-E Day, two other war contractors borrowed 
under their T loan commitments. It thus becomes clear 
that not only have relatively few T loan agreements been 
made in the Seventh District thus far, but very few of the 
contractors have had to use their T loan protection. 

Judged by the maturities of Seventh District T-loan guar- 
antee agreements, war contractors anticipate that their in- 
texim financing requirements in general may extend over 
a period of from one to three years. Only 13 per cent of the 
commitments have been for a period of one year or less, and 
47 per cent for one to two years. Most of the agreements 
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with maturities beyond two years are concentrated at or 
near the three-year limit. 

T loan agreements have been made almost entirely at 
the maximum allowable commitment fee, 4 of one per cent, 
to the financing institutions. Of the 124 T loans authorized 
during the pre-V-E Day period, only one carries a flat com- 
mitment fee and four others have no commitment fees. 

Seventh District T loan commitments have been fairly 
evenly distributed over a range of interest rates from 2.5 
through 4.5 per cent, but in amount are heavily concen- 
trated at the lowest interest rates. About 30 per cent of the 
124 T loan agreements analyzed, covering more than two- 
thirds of the aggregate T loan funds, have interest rates of 
less than 3.5 per cent. The weighted average interest rate 
for all pre-V-E Day Seventh District T loans was 3.1 per 
cent. A comparison of interest rates charged and loan com- 
mitment sizes reveals a general tendency for smaller loans 
to concentrate at higher rates, and vice versa. 

Four different guarantee levels, 75, 80, 85, and 90 per 
cent, have prevailed in T-loan guarantee agreements ap- 
proved by the Federal Reserve Bank of Chicago. As pre- 
viously indicated, three-fourths of all pre-V-E Day loan 
commitments carry 90 per cent guarantees. Almost all the 


temaining loans are in the 80 per cent guarantee group. 


There is no appreciable difference between the weighted 
average interest rate for loans guaranteed at 90 per cent 
and for those guaranteed at 80 per cent, indicating that 
the guarantee level, in general, probably has had little no- 
ticeable effect upon the interest rates charged for Seventh 
District T loans. It appears likely that many of the financial 
institutions have accepted the highest percentage guarantee 
generally allowed without much specific differentiation be- 
tween loan risks eligible for guarantee. 


SIZE OF BUSINESS RELATIONSHIPS 


For purposes of this analysis, business firms have been 
classified into five principal size groups according to their 
total assets on December 31, 1944!: (1) under $250,000; 
(2) $250,000 to $1,000,000; (3) $1,000,000 to $5,000,000; 
(4) $5,000,000 to $10,000,000; and (5) $10,000,000 and 
over. The first group includes the smallest firms; the (2) 
and (3) groups increasingly larger firms in the middle asset 
ranges; and the (4) and (5) groups the large and very 
large war contractors. Seventh District war contractors ar- 
ranging for T loan commitments before V-E Day fell into 
those size groups as follows: (1) 22 per cent; (2) 32 per 
cent; (3) 35 per cent; (4) 6 per cent; and (5) 5 per cent. 
It thus becomes apparent that the Seventh District T loan 
program during the period under study covered primarily 
establishments in the middle asset ranges. 

T loan commitments to small manufacturers typically 
carry higher interest rates than those for large firms. The 
greatest volume of T loan funds made available to the 
smallest firms has been at 4.5 per cent; middle asset range 
firms, from 3 to 3.9 per cent; and the largest firms, from 2.5 
to 2.9 per cent. More specifically, the weighted average in- 


"In a few cases where total asset data were not available for December 31, 
1944, the asset figure for the closest available date was used. 


terest rates for T loans by increasing asset size classes are Cin 
per cent): (1) 4.2, (2) 3.7, (3) 3.4, (4) 3.0, and (5) 2.7. 

In several cases, however, a considerable variation occurs 
from this general pattern of size of business and interest 
rate charged. While no T loan commitments to the smallest 
firms were made below 3 per cent—and in the case of the 
very small, i.e., assets under $100,000, establishments, below 
4.5 per cent—commitments to businesses in the middle 
asset ranges were distributed over the entire series of inter- 
est rates. No business with assets over $5,000,000, however, 
was charged more than 3.5 per cent. 

As indicated earlier, T loan guarantees are clustered heav- 
ily at 90 and 80 per cent, with’ no striking difference with 
respect to varying commitment sizes or interest rates. In- 
troduction of the additional variable, size of business, does 
not alter the earlier conclusions materially, but does pro- 
vide further evidence of the somewhat “automatic” nature 
of the guarantee percentages. The weighted average guar- 
antees for loans in increasing asset size classes are (in per 


cent): (1) 87.5, (2) 88.1, (3) 87.8, (4) 87.0, and (5) 90. 
COMMERCIAL BANK PARTICIPATION 


The number of commercial banks participating in the 
Seventh District T loan program has been small, 76, but 
this is to be expected from the comparatively few commit- 
ments which have been made. The participating Seventh 
District T loan financing institutions, between September 
13, 1944, and May 8, 1945, include 44 banks which have 
served as agents or principal negotiators with the Federal 
Reserve Bank of Chicago, and 32 others which only have 
joined with agent banks in T-loan guarantee agreements. 
Six of the agent banks have on one or more occasions also 
participated in T loans with other banks on a non-agent 
basis. Nine of the financing institutions are nonmember 
banks. Six additional banks are located outside the District. 

The T loan banks constitute a very small fraction of the 
District’s 2,430 member and nonmember banks. Many of 
these banks, however, have little or no opportunity to make 
T loans because of their locality, nature of customer rela- 
tionships, and size. The proportion of participating banks 
is still fairly small, however, even when the number of T 
loan banks is compared with the 630 member and non- 
member banks which, because of their location within recog- 
nized Seventh District industrial areas, may be considered 
broadly as “potential” T loan lenders. The District’s seven 
largest banks, each having total deposits in excess of $500,- 
000,000 on December 31, 1944, as indicated, are serving as 
agents in nearly half of the number and more than 70 per 
cent of the value of all of the Seventh District T loans 
authorized during the period under study. These same 
seven banks, four of which are in Chicago, individually 
have extended more than 65 per cent of all Seventh District 
T loan credit, thus emphasizing their leading position in 
the T loan program. 

More than 72 per cent of the T loan agreements have 
been made by single commercial banks, but these agree- 
ments account for less than half of all Seventh District T 
loan credit extended. About 19 per cent of the agreements 
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have involved two financing institutions and the others 
have as many as six participating banks. 

The foregoing discussion has clearly indicated the domi- 
nant importance of manufacturers in the middle asset size 
range, i.e., from $250,000 to $5,000,000, and the largest 
banks in the Seventh District T loan program before V-E 
Day. Further analysis of this relationship reveals that all 
of the large firms, i.e., with total assets of $5,000,000 and 
over, have made their T loan commitments through large 
banks, i.e., with total deposits of $100,000,000 and over. 
More than two-thirds of the firms in the middle asset ranges, 
and nearly two-fifths of the smallest establishments also 
have obtained T loan credits through the large banks. More- 
over, the large banks have made more T loan commitments 
to small manufacturers than have banks which for purposes 
of this study may be called small, i.e., with total deposits 
of under $20,000,000. 

From many points of view, T loans seem to be a most 
satisfactory method for arranging termination financing, yet, 
they are not being widely applied for or used. In addition 
to the reasons suggested earlier for this lack of widespread 
response, several others are apparent: (1) a significant num- 
ber of terminated war contracts involve no financial claim 
or claims of nominal amounts; (2) on the average, less than 
10 per cent of the total value of any war contract is involved 
in a termination claim because the remaining portion of the 
contract usually either has been completed and the goods 
delivered or else the materials for yet-to-be produced items 
have not been purchased; and (3) to an increasing extent 
war contracts are running to completion so that many ter- 
mination problems are avoided. For these and other reasons, 
some war contractors in the Seventh Federal Reserve Dis- 
trict are known to feel confident that their termination 
financial problems will not be serious. In many instances 
the facts may warrant such conclusions, but officials of the 
Government contracting agencies, Office of Contract Settle- 
ment (OCS), and the Federal Reserve System agree that 
there is no basis for general complacency about future con- 
tract termination uncertainties. War contractors are urged 
to analyze their situations carefully and to take adequate 
measures to insure financial protection upon termination. 


T LOAN ADVANTAGES 


To the war contractor, T loans offer insurance against 
working capital depletion pending settlement of his war 
contract claims. Moreover, the cost to the war contractor of 
making a T loan commitment before contracts are actually 
terminated or cancelled is negligible. Although the arrange- 
ment made in advance requires a small commitment fee 
on the unused portion of the credit, such fee, as well as 
the actual interest charges up to 2% per cent on funds used, 
may properly be included as reimbursable costs in termina- 
tion claims. 

For the banks, the T loan program offers an opportunity 
to render a valuable service to many of their war contractor 
customers as well as to augment earnings whether or not 
the T loan funds are used fully. Banks located in industrial 
areas in particular can call to the attention of local war 


contractors the importance of having full protection of com- 
mitments for termination financing. The T loan program 
has been designed to provide a simple and expedient me- 
dium whereby the banks can render termination protection 
for their customers. Accompanying the guarantee agreement 
is a standard form of loan agreement, the availability of 
which reduces the banks’ work in preparation of the loans 
to a minimum. For their efforts, the financing institutions 
may receive as a minimum the commitment fee, even though 
the T loan funds are not used. The guarantor does not share 
in the commitment fee. Interest earnings on the T loan 
funds actually borrowed, of course, vary with the interest 
rate charged and the percentage guarantee on the loan. Gen- 
eral administration of T loans is ordinarily simpler than in 
the case of V loans because the borrowers’ working capital 
requirements, ability of management, and condition of pro- 
duction facilities are comparatively unimportant in making 
or servicing a T loan. Except where there is reasonable doubt 
of substantial overstatement of the value of the war contract 
settlement claim, the loan base is not questioned. Financing 
institutions, whether large or small, are qualified to function 
T loans and are invited to make inquiry at the Federal 
Reserve Bank of Chicago regarding arrangements. 


CONTRACT SETTLEMENT JOB AHEAD 


For the nation as a whole, the OCS reports that prior to 
April 1945, war production adjustments required $27.5 bil- 
lions in terminated war contract commitments, consisting of 
$19.6 billion in fixed-price contracts, and $7.9 billion in 
cost-plus contracts. Through March 31, 1945, 75 per cent 
of the fixed price terminations had been settled for $674 
million, or less than five per cent of the over-all value of 
the cancelled contracts. The proportion of cost-plus con- 
tracts finally settled was much smaller, only 42 per cent, 
primarily because of the difficulty in separating payments 
connected with the unterminated portion of the contract 
from those strictly associated with termination. 

Since V-E Day, substantial terminations have occurred to 
adjust the war production program to a one-front war. Ter- 
minations in May 1945 were $5.1 billion, about three times 
the level of the preceding month. June terminations are 
estimated to have been about $3 billion, and, assuming the 
continuation of the war with Japan, the last six months of 
the year are expected to add another $10 billion in ter- 
minated contracts. In short, by the close of 1945, a total of 
$47 billions in war contracts probably will have been ter- 
minated. 

The rate of contract settlements is currently about $1.6 
billion per month. It is anticipated by the OCS that con- 
tracting agencies “will be well equipped to settle well above 
$2 billion per month of terminations by August or Sep- 
tember of this year, provided contractors file their claims 
promptly.” It is hoped that the backlog of unsettled con- 
tracts at the end of the year will not be much larger than 
that on March 31, 1945. A substantial job lies ahead in 
settling war contracts, and the T loan program stands ready, 
wherever needed, to prevent working capital depletion 
pending final settlements. 
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Machine tools normally have a long life, often being 
reconditioned and resold several times after leaving the 
original purchaser's plant. An almost entirely separate in- 
dustry dealing in used machine tools has been built upon 
this long life factor. The used machine tool group com- 
prises: dealers who buy and sell machine tools and com- 
monly assist manufacturers in setting up production lines 
incorporating used machinery, rebuilders who recondition 
machine tools and also serve as dealers for their products, 
brokers, auctioneers, and liquidators. 


WAR PRODUCTION TRENDS 


In peacetime, a very “good” annual volume of production 
of new machine tools was valued at 200 million dollars, 
such as achieved in 1939. By contrast, at the wartime peak 
in 1942 shipments reached 1.3 billion dollars, or a gain of 
550 per cent from 1939. Since 1942 machine tool output 
has declined to 1.2 billion dollars in 1943, and 500 million 
dollars in 1944. Current estimates place 1945 production 
at about the 1944 level. 

The heavy machine tool requirements for war production 
necessitated a large expansion in machine tool building 
capacity. Roughly half of this expansion has been financed 
by the Federal Government, which also undertook to speed 
the delivery of machine tools by authorizing builders to 
begin production of standard tools under a “pool” order plan 
before definite orders were placed by individual manufac- 
turers. From June 1940 until the close of 1944 new and 
expanded machine tool and accessory manufacturing facili- 
ties in the nation totaled about 335 million dollars with 85 
million dollars, or 25 per cent, in the Seventh Federal 
Reserve District states, Illinois, Indiana, Iowa, Michigan, 
and Wisconsin. Most of the new machine tool building 
capacity was added to prewar establishments. Among the 
new firms which entered the machine tool and accessory 
industries since 1940, there has been a heavy concentration 
in machine tool accessories, particularly in the Seventh 
District. 

The pool order system was utilized extensively in 1941 
and 1942. The War Production Board announced in April 
1944 that 98 per cent of the tools produced under this plan 
had been absorbed by industry. Pool orders were revived 
again in December 1944 when an emergency munitions 
program, intensified by the “Belgian bulge”, led to authori- 
zations for substantial expansion of plant and equipment. 
With victory in Europe, however, much of this new program 
has been cancelled, and pool orders subsequently curtailed. 


RECONVERSION DEMAND FOR MACHINE TOOLS 


Several major factors seem certain to influence the de- 
mand for machine tools, new and used, during the recon- 
version period which probably will extend through the next 
two or three years. The level of income payments normally 
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is the principal determinant of peacetime sales to general 
consumers, and thus, indirectly, the continuing determinant 
of the demand for machine tools, both new and used. In 
other words, the present and future over-all demand for the 
products of machine tool users assumes prime importance 
in setting the level of derived demand for machine tools. 
The absence of many types of consumers’ durable goods 
from consumer markets for several years clearly means that 
new and replacement demand for them will be heavy for at 
least some indefinite period. The level of income payments 
is now expected to be comparatively high by prewar stand- 
ards for some time after reconversion is completed, although 
it is widely recognized that the highly desired sudden col- 
lapse of Japanese hostilities would probably have a very dis- 
rupting influence upon the reconversion period now under 
way. 

The heaviest prewar demand for new machine tools, in- 
cluding many specialized types, came from the automobile 
industry. Other industries having large peacetime machine 
tool demands were: steel, railroads, railroad equipment, elec- 
trical machinery, and construction. Partial evidence from 
orders already placed indicates that these and many other 
related industries will require certain key machine tools to 
complete production lines for civilian goods. The current 
materials supply situation places limitations upon the scale 
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of resumption of production of certain civilian goods, and 
hence influences the timing of the need for some new ma- 
chine tools. Most metals, however, are expected to be avail- 
able in somewhat larger quantities for general civilian use 
by the fourth quarter of 1945. Announced postwar plant 
expansions by the automobile, mechanical refrigeration, 
laundry equipment, sanitary equipment, and many other 
industries indicate orders for new machine tools, some of 
which have already been placed. 

Early production of new machine tools for reconversion 
of industry is recognized widely as vital in reducing the 
time lag, and hence the number of unemployed, between 
the ending of war production in many plants and areas and 
the resumption of civilian manufactures. In May 1945, the 
War Production Board gave official acknowledgment to the 
important transition role of new machine tools. Priority 
ratings, in general AA-3, were granted to 72 essential civil- 
ian industries, now largely engaged in war work, to facilitate 
their acquisition of equipment and construction items neces- 
sary for reconversion. 

The automobile industry throughout the nation by July 
6, 1945 had received 58 per cent of the dollar volume of 
priority authorizations. Industries in the Seventh District 
states, including the center of automobile production, re- 
ceived 62 per cent of all such approvals by the same date. 
Assigned ratings for machine tools, however, to date have 
not been of great value to manufacturers because current 
war orders with higher priorities have kept most machine 
tool manufacturing facilities in full operation. The WPB 
has supplemented its priority granting regulation by assur- 
ing manufacturers that any individual machine tool ham- 
pering the civilian production of an entire plant will be 
pushed ahead of some higher-rated orders. 


POTENTIAL SURPLUS MAGNITUDE 


In the Seventh Federal Reserve District alone various 
of machinery and allied equipment valued at nearly 
three billion dollars have been added to prewar industrial 
production facilities, and in the nation the total is more 


-than 14 billion dollars. It is estimated that about 800 thou- 


sand machine tools, valued at about three and one-half 
billion dollars, have been built for American industry since 
1940. Probably 600 thousand of these machine tools are 
owned by the Federal Government. The latter figure pro- 
vides the best measure of the general magnitude of the 
surplus disposal problem for machine tools. The prospects 
for postwar usability of these war-built tools are generally 
conceded to be excellent, with some estimates indicating 
that in excess of 80 per cent of the units can be used in 
their present condition, or else can be readily adapted to 
civilian use. 

Within the over-all reconversion demand for machine 
tools, the demand for used machine tools seems likely to 
be much larger than that for new ones. It is, of course, 
extremely difficult to generalize in many cases whether new 
or used machine tools will be purchased. Certain machine 
tool builders point out that most of the large and financially 


strong industrial firms, such as the leading automobile manu- 
facturers, have followed the practice in the past of buying 
principally new machine tools. Their requirements com- 
monly have been for high precision machine operations and 
for maintenance of facilities at high efficiency levels. Ma- 
chine tool builders more or less expect this new machine 
tool buying policy of large and financially strong manufac- 
turers to continue, and thus foresee only partial use of both 
prewar machine tools which have been stored during the 
war production period and certain war-built tools. These 
machine tool builders emphasize the high cost and time- 
consuming aspects of rebuilding older equipment. Some 
desire that the Government set aside as many as 50 per cent 
of its machine tools as a strategic military reserve which 
would also prevent surpluses from destroying future ma- 
chine tool markets. 

Delivery time, however, may be the controlling factor in 
influencing many decisions regarding the immediate pur- 
chase of new or used machine tools. If new machinery is 
not readily available when needed, manufacturers who have 
demonstrated their ability to improvise and rebuild equip- 
ment to meet war emergencies almost certainly will not wait 
for new machine tools, if civilian goods can be produced 
competitively with tools on hand or readily accessible. Later 
when new equipment becomes available, it no doubt will 
be purchased. 

The greatest outlet for war-built machines promises to 
be in the plants where they are now installed which will 
be converted to peacetime production. In addition, many 
medium- and small-sized manufacturing establishments will 
require more modern equipment to reconvert plants on a 
competitive basis with other, particularly larger, firms in 
their industries. Some of these smaller establishments, it is 
reported, have not been able to retool and modernize their 
plants extensively during the war in contrast with many 
other larger war plants which have had higher priorities 
leading to the installation of new machine tools and re- 
lated equipment. Except where production tolerance re- 
quirements are very exacting, or where a very specialized 
machine is needed to do a particular job, used machinery 
seems likely to compete with new tools. This potential com- 
petition between new and used machine tools promises to 
be important for the bulk of the manufacturing firms in the 
Seventh Federal Reserve District, if the procedures for mak- 
ing surplus machine tools available to prospective buyers 
are streamlined and if the terms are financially attractive. 


THE CURRENT SITUATION 


At present, the general machine tool situation may be 
summarized as follows: (1) The machine tool builders’ 
order boards are almost entirely filled with high priority 
war production items, but the outlook is for gradually in- 
creasing capacity to become available for civilian tools; 
(2) at the present shipment rate, 40 million dollars per 
month, the WPB estimates that unfilled orders now con- 
stitute a six months’ backlog for the industry; (3) many 
manufacturers are studying the newest surplus disposal 
regulations which make it possible for them to acquire any 
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or all of the Government-owned machine tools in their 
plants even though war production continues; and (4) ma- 
chine tool dealers and rebuilders are anxiously awaiting the 
crystallization of surplus disposal policies to see what oppor- 
tunities they will have to use their distributive experience 
and facilities. 

With victory in Europe some cancellations of machine 
tool orders for war production purposes have occurred, par- 
ticularly those resulting from the “Belgian bulge” reversal, 
allowing certain rated civilian orders to find a place in the 
builders’ production schedules. In the fall of 1944, some 
preliminary steps were taken to permit production for civil- 
ian industry, but such authorizations were curtailed because 
of expanded military requirements. With many rated and 
unrated orders on their books, builders obviously face the 
dificult problem of scheduling production to satisfy the 
Government and individual customers. Builders, for the 
most part, do not desire to reconvert or expand their own 
production facilities to meet what is likely to be an im- 
portant but nevertheless temporary wave of demand. Con- 
tinuing direct war production, and manpower and material 
shortages, moreover, limit the possibilities for bringing ad- 
ditional machine tool building capacity into use in the im- 
mediate future. The builders hesitate to aggravate their own 
difficult task of reducing abnormal wartime operations to a 
substantially lower peacetime level, somewhat above the 
prewar volume. In general, they consider the production 
problems ahead to be of much smaller magnitude than those 
which they met in 194] and 1942. 

The machine tool reconversion problem, as indicated, 
will be more in the moving, sale, reconditioning, and re- 
installation, than in building, of machine tools. Well over 
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half of the estimated 600 thousand Government-owned, war- 
built machine tools probably will be subject to redistribu- 
tion (1) in ownership from Government to private com- 
panies, and (2) physically, within and among manufactur- 
ing plants and surplus storage depots throughout the na- 
tion. Relatively few of the privately owned, war-built tools 
are expected to be shifted to new owners during the early 
reconversion period. 


PRINCIPAL SURPLUS QUESTIONS 


The task of redistributing machine tools obviously de- 
pends, to a large extent, upon the satisfactory solution of 
many perplexing administrative and financial problems asso- 
ciated with surplus disposal. Some of the principal questions 
are: What machine tools will be declared surplus, and 
when? What groups or individuals have prior rights to 
purchase used machine tools, and how are such rights to be 
interpreted and protected? Through what channels will sur- 
plus machine tools be sold? What price policies will prevail? 
What arrangements for financing sales of surplus machine 
tools will be available? 

Technically, machine tools become surplus when they 
are no longer needed for war production, either in the plant 
of their first installation or in any other war plant. 

Surplus property does not become available for general 
civilian purchase until after certain priority rights, as set 
forth in the Surplus Property Act of 1944, have been waived. 
Government agencies, including the armed services, have 
first claim on all surplus property. Second claim is vested in 
Siates and their political subdivisions and instrumentalities, 
and tax-supported and non-profit institutions. Veterans, 
farmers, and small business all have been granted some 
lesser, rather indefinite preference in buying surplus prop- 
erty, including machine tools. 

On May 21, 1945 the Surplus Property Board issued a 
regulation empowering Government agencies owning ma- 
chine tools to dispose of them, with certain exceptions, to 
war contractors, prime and sub, in possession of the ma- 
chinery even though still in use for war production and 
therefore not yet declared surplus. The contractors must 
agree to keep the machine tools in war production as long 
as needed, and not to resell them at a profit. Sales are, to 
the greatest extent possible, to be made at fixed rather than 
negotiated prices. Most of the contractors already have an 
option to buy such machine tools, but the new arrangement 
gives them an opportunity to select whatever machines they 
desire from the stock on hand in their plants rather than 
to have to buy all or none of the machinery. Under the 
new plan, contractors must give up their option on machine 
tools they do not buy now. The Surplus Property Board 
believes the plan will not work to the disadvantage of vet- 
erans, farmers, or small business, and that it will minimize 
greatly the surplus disposal problem for machine tools, clear 
the way for other manufacturers to acquire the remaining 
tools, and thereby expedite general reconversion. 

Considerable interest is attached to the channels of dis- 
tribution through which the surplus machine tools are to 
be sold. Insofar as machine tools are retained by war con- 
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tract. rs, the distribution procedures are greatly simplified 
and nvolve chiefly the purchasers and the Government 
agen ies owning the tools. For machine tools not sold to 
presi at users, the problem obviously may be much more 
com) icated. At least three groups have expressed somewhat 
cont!.cting views on the marketing channels to be used: 
(1) Government surplus disposal agents, operating under 
the .eneral provisions of the Surplus Property Act, who are 
intersted in selling surplus machine tools directly to users, 
with a strong objective to prevent speculation and profiteer- 

ing in such pore (2) the used machine tool group, which 
re. the experienced sellers of used machine tools and 
maintains that sales through well-established channels on a 
commission basis, but at the same price to the purchaser as 
sold directly by the Government, will yield greater return 
to the Government and place more machine tools in use 
than disposal by any other method; and (3) some machine 
tool builders who desire to remarket their own branded 
machine tools after reconditioning to protect their trade 
names. 

To date, the Surplus Property Board appears to have 
adopted a fairly rigid policy of disposing of machine tools 
directly through Govermanen channels, but with ample 
allowance for private financing. The disposal program for 
surplus machine tools, administered through the RFC, in- 
cludes: individual rather than lot sales; leasing, when the 
individual circumstances make this advisable; the develop- 
ment of sales outlets; using descriptive inventories; circula- 
tion of national catalogs and detailed regional listings of 
surplus machine tools; setting up of storage facilities with 
display rooms for prospective purchasers to inspect machine 
tools; and general use of affixed prices rather than nego- 
tiated prices so that, wherever possible, surplus machine 
tools will bear price tags, but bids and auctions will be used 
whenever deemed appropriate. 

Several more or less unavoidable deterrents to the speedy 
sale of used machine tools are apparent: (1) the number 
and types of machine tools suitable for civilian use to be 
retained by owning Government agencies have not been dis- 
closed; (2) the volume of Government-owned machine tools 
in some of the largest factories is probably too great to make 
removal possible in sixty days after contract ‘cancellations, 
as required by law; (3) av ailable storage space for surplus 

machine tools is limited; (4) necessary packaging of surplus 
machine tools and removal to storage may inhibit sales 
because of the time and expense involved in moving the 
machinery and in later setting it up for inspection prior to 
sale; and (5) location of stored surplus machine tools may 
prove unfavorable to some sales of used machine tools where 
prospective purchasers are not conveniently situated nearby. 


FINANCING SURPLUS SALES 


Although normally sales of used machine tools are made 
on a cash basis, it is widely recognized that many credit 
sales must take place if surplus machine tools are to be 
used as soon as possible after they are released from war 
work. A number of private financing institutions are re- 
ported to be studying the possibilities of extending credit 


to medium- and small-sized manufacturing establishments 
who will need machine tools for reconversion purposes, but 
who may not be able at present to finance the acquisition 
of these tools. The new Surplus Property Board regulation 
permitting war contractors to purchase any or all of the 
machine tools in their plants, even though war production 
work still remains to be done, promises to open up oppor- 
tunities for commercial banks to make loans, independently 
or with a Government guarantee. 

To facilitate machine tool sales, the RFC is making avail- 
able its recently announced program of guaranteeing com- 
mercial bank loans up to 75 per cent, with a limit of 250 
thousand dollars outstanding at any one time for any single 
borrower. The RFC guarantee is given more or less auto- 
matically on the request of the commercial bank, which 
may not charge more than four per cent interest on the 
guaranteed portion, nor more than six per cent on its own 
participation in the loan. Loans may run 10 years, but 10 
per cent of the principal must be repaid each year. 

The RFC has also announced a deferred payment plan 
for machine tools which requires a 15 per cent down pay- 
ment by the purchaser and a maximum credit of five years 
at four per cent per year. This special credit arrangement 
is to be extended only when other financial arrangements 
through regular commercial channels are not available. In 
the deferred payment plan, the RFC maintains control over 
the machine tools either by (1) retaining title until full 
payment is made; (2) executing a bill of sale, but retaining 
a chattel mortgage; or (3) extending credit on an “open 
line” method, similar to charge accounts, to be paid in a 
few weeks. 

The Smaller War Plants Corporation has been authorized 
by the Surplus Property Act of 1944 “to make or guarantee 
loans to small business in connection with the acquisition, 
conversion, and operation of plants and facilities which 
have been determined to be surplus property, and in co- 
operation with the disposal agencies, to arrange for sales of 
surplus property to small business concerns on credit or 
time bases.” The detailed credit program of the Smaller 
War Plants Corporation with respect to surplus property 
has not yet been completed. A deterred payment plan for 
the purchase of machine i similar to the RFC plan, 
however, is now available as well as the regular financial 
assistance program of the Smaller War Plants Corporation. 
The latter includes direct loans, deferred participation loans 
in cooper ration with commercial banks, repurchase loans 
also in cooperation with commercial banks, and the direct 
lease of equipment to small manufacturers with an option 
to buy. 

In short, thousands of usable machine tools are becoming 
available for civilian purchase for immediate or deferred 
civilian production. These machine tools provide the basis 
for much production and employment. They must be kept 
in use or placed in new use wherever possible. 

The combined efforts of manufacturers, Government sur- 
plus disposal authorities, dealers, commercial bankers, and 
other interested groups are needed to see that this is accom- 
plished with utmost speed, efficiency, and fairness. 
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